
Ggmm., 193 F.2d 1010, ~Ol. (Ith eire 111'). Horeover, there i. a

p:oesaption of constitutionality 1mder equal protection analysis if

'the local economic regulation
:

1. rat.ionally relat.ed t.o a le;it.im.ate atate
intereat. ••• ~tional basi. for an
economic regulation 1. eatabli.hed .aaily and
accorded minimal acrutiny. ••• %n local
economic regulation, wide latitude ia viven t.o
"the 90veZ'mllental entit.y anc! only a -wolly
ar=itrary act- overruns equal protection
rational J::»aaa.

Silverl;.i" y. GYin".tt Bo'pit,l AuthQrity, III 7.2d lS60, ~!6.

(11th e1r. 1'11) (cit.at.iona oaitt.ed). au AlG, eatt;n Stat., Mut·

Inl . Co. y. And.r';n, 14' 7.2d '63, '6' (11th eir. 1'1.).

In applying the rational ba.ia atandard to teat. local economic

regulation for equal protection flaw., it haa J::»een held that a

-di.tinction {that] reflecta the reality of the ..rket.plac:a [1.]

'therefore • • • not. funduentally irrational. - A.oe!I'!;n d.

cgmpolito;:•• v, Copyright B;YIltY nibunal, IS1 7.24 3', <&2-.3 (2nd

eir. 1981).

~e wide latitude viven to .tate. ~o revulate their local

economies =4er their police paver. extends t.o viving leeway t.o

lSetumine the order &ft4 t.1Il1n9 of hav it will attack a perceived

problea. ':he United ltat... 1\1P~ court, in Illy orl.ln, v· RYk.,

472 U.S. 2", 303, ., a.ct. 2S13, ., L.Zd 24 111, 517 (1'76),

concluded 'that.

[1]evialature. ..y 1mplaent ~e1r progoru
atep by .up • • . in auch ecanDlde area.,
adopting regulations that only partially
_eliorat.e a perceived evil and deferrinv
complete a11ainat,ion of ~e evil t.o fl1~

re;u1ationa.



Acc;;", Minn, A"'n 9t "'Ilth ear' y. Minn, peat. ot public

Wllta:., 742 7.24 442, ~41 (Ith eir. 1984) (-Conaist.nt vith equal

prot.ction principl.s, a l.gi.latur. may d.al vith • pro~l.. on•

• t..p at a ta., addr•••ing 'that part of 'the problem vtUcb •.

ao.t. ••riou. • • • or it aay ••l.et. but. on. pha.. of a ~i.ld ot

bu.in••• activit.y ~or r.gulation vhil. n.gl.cting th. others.-)

(Citationa omitt.d).

J:qual ~rct..ctionund.r a rational ba.i. u.t do•• not r.quir.

'that th. cla••ifications cho.en by gcv'rrDI.nt 'to at.tack a perceiv.d

problem b. p.rf.ct., ..t.h...t.ically pr.ci.. or vuarantl.d Dot to

r.sult in any in.quality.

~. probl... of gov.rnm.nt. are practical on••
and .ay justify, if th.y do not r.quir., rcu9h
accoIDoesationa - illogical, it maya, and
unsci.ntific. A .tatutory discriminat.ion vill
not. b. ..t aaid. it any atat. of ~aeta

r.asonably may b. conc.iv.d to just.ify it.
• • •

• • • [~]h. Equal Prot..ction Clau•• doe. Dot
T.quir. 'that a Stat.. aust choo•• Hu.en
at.t.acJdn9 .v.ry .apect of a probla or not.
attacking the probl•• at all. It i. enough
that the stat.'. .ction b. rationally ba••d
and fr.. from invidious di.crimination.

Dandridg. y. William., 311 U.S. 411, 485-4.', 10 S.ct. 1153, 25

L.Ed.2d 4'1, $02-503 (1'70).

omitt..d).

(CitatioNi and .ca. utarial

B. Applicatipn Af J.ay 1;9 p- rac;t;.

%D ~e Cc.ai••ion·. vi.w, 'the ~aeta clearly show ~t. DO on.

el•• 18 .1aUuly .itua~ too Sft. !'O be;in with, 'the univan. of

'thoa. who could poa.ibly be aiailarly .ituat.ed too Sft 1....11. It.

i. limit.ed to local axchaft,e COIlpanie., ~or cm1y such cUt.i.. have



even the potential opportunity and incentive to use their monopoly

control over the local talephone network to dafeat competition in

the ES .arket. Hovever, "three cirewuunces distinguish 1ST" from

all ether Geor'91a lecal exchanc;e companies: (1) only IBT has been

adjudged by the antitrust court and the FCC to actually have the

opportunity and incentive to behave anticcmpetitively in the ES

.arket (laa, Part III.A. anc! B.), (2) only SBT has been the .ubject

of complaints to that effect with rec;ard to ita current actual

behavior in the Geor'91a VMS ..rketr and (3) only IBT'. opportunity

and incentive for anticompetitive behavior and actual

anticompetitiva behavior ha. been factually provan to the

Commi••ion.

The deci.ion to control SBT'. current pre.ence in the ES

market i. a .atter of the Commi••ion'. aconemic regulation of a

monopoly telephone utility .ubject to ita juri.diction and

authority, for the purpo.e of protectin; competition in the ZS

market and protecting the aconomic intere.ts of the Itata. zwn if

'there were other••imilarly .ituated to SBT, the deci.ion to

control SST'. pre.ence in the ES ..rkat, arvuably reflecting a

distinctien between IBT and other local exchange cc=panie., i. a

distinction that reflec:ta 'the real1ty of 'the marketplace. While

~.ra are 3' local exchange companie. in Georvia, aft CSoainatu the

local exchange arena, conuolliDg .cae 10' of all 'the local acce••

liDe. 11'1 Georvia. 1'be r_lity 1. that .ft'. ft..e recovnition and

--.rat pre.ence ..ka it 'the cen1:ral local exchanve cCJIlP&ftY player

with r ••pect to the fledgliDg U ..rket. ':he ea-1••ion'. CSecision



~o control SST'. pre.ence 1n tha %S .arket in order to prcaote

development of • completely competitive IS .arket 1. a legitimate

State requlatory goal. Focusing on SST firat, and employing ~e

lIuna de.cribeeS in 'thi. order to prevent aneS deter eticoapetitive

behavior, are .tep. rationally relat.d to that 1.gittaAte 90al.

C.rtainly, .electing SST ~or initial inve.tigation and action i.

rationally ralated to that 90al.

Zqual prot.et.1on doe. not require the ee-i••ion to

inve.tigate aneS control all local exchange ccmpani.. (r.gardinq

anticcmpetitive behavior in ~e IS .arket) .imultaneously.

Conai.tent with equal protection principl•• , the Commi••ion .ay

attack one ••p.ct of this pro1)l_ at a tiJIa. SBT has not .hown,

aneS in4••4 couleS not .how, t.bat th. commi••ion will not inv••tiqat.

aneS control other all.geeS local exchange companie.' anticoapetitiv.

behavior in the ZS mark.t wh.r. it i. !)rouqht to the Commi••ion'.

att.ntion a. has SST'. practice vith regard to K_oryC&ll- .ervice.

VIn.

rnmms NIP C:OHCUlSTQBS or DC'!' «

uw NIP gtjtlLM'QIX roLla
....eS upon the entire reced in 1:h1. ca••, includ1n; =t not

liaite4 to the 8J)ec1f1c aattera r.cited in thi. order, ~.

en-i ••icm aaku the followinV fiDd1nV. and conclusions of fact,

law and nqulatozy policy.

1.

~e Commi••iOft fiDda and cOftC1ueS•• that KaaoryCa11- is an

intra.tata telecommunications ••rviea oY.r Wich 'the c:oai••10n ..y



exarei•• 11:8 r.qulatory authority. lU, section II, incorporated

herein by reference.

2. ... ..

~e C==i••ion find. and conclude., by virtua of t.aking

admini.trative notic. of the relevant federal court deciaions in

'the ATlT dive.titur. ca•• , that .inee 1'82 'the tJnit.d State.

~iatr1et Court for 'the Diatrict of Columbia ha. continually fcund,

in the context of applyin; 'th. federal antitrust. lava and in 'the

context of ex.reiain; ita responaibility to vei;h public ben.fit

and har- under the -runn.y Act, 'that:

a. ~e BOca po••••• monopoly control over local tal.phon•

••rvieeJ

)). BeC lIlonopoly control over local tel.phone .ervic. qiv..

'tha seca 'the opportunity and incentive to impede

cc=p.t.itionJ

c. Historically, BOC opportunity and incentive 'to imped.

competition 'through ita _onopoly control of local

telephone .y.t_ has be.n _anife.ted by .uch actions a.

(1) di.criminating a;a1nat ccmpetitora by denying,

d.layin; or otharwi•• iape&Un; acce•• to the local

n.twork t»ottlenecJt, (2) cro••-a=.i4iz1n; caapet1t1ve.
• a%'Vic•• vi'th _onopaly .ervica revenu.. and/or improperly

charva; expens.. and 1m••bent of caapetitive ••rvice.

1:.0 .anapoly ntepayers and (3) explaitiftl urJtat1n;

advanta;_ ft_i"g ~Z'CDI ~. BOCa' local acb·n,.

aonopoly po.ition.

••



aaa, Section ~II.A, incorporated herein ~y referance.

3.

~e Commission fin4a and conclude., }:)y virtue of 't;akin;

administrative notice, that the Fe4eral communications Commission

("FCC") in DecaBer, 1,.3 an4 in June, 1,• .& found that, in order t.o

insura that Boe provision of enhanced .ervice. vill Dot lead t.o

unreasonable rates ~ecause of improper cost shifting or dimini.h

ccn:petition in tha provision of enhanced service. because of other

anti-ccmpetitive practice., BeC provision of enhanced .ervic.. .ust

~e performed through ••eparate .Ubsidiary. ~e FCC found that

structural .eparation vou14 as.ist control of the BOCa' Gility to

cro••-subsidize competitive offering. and the BOCs' Gilit.y to

d.iscri:inate in the interconnection of competit.or.' offarin;a.

au, Section ~II.B, incorporate4 harein ~y reference.

~.

':he Commis.ion finds and conclude. that durin; ~e trial

period for MemoryCAll-, SBT u.ed it.••onopoly control of the local

.ervice network t.o impede ccn:Pat1tion in the VMS .arket. ~y denying

Mamcrycall- campet.it.or. appropriat.e and fair accaa. t.o the local

.ervice network. Au, .action ~I~.C.l, incorporat.ed herein by

reference.

5.

Tha commi••ion fiJl4s and conclud.. that. durin; 'the trial

period for .aoryC&ll-, 8ft .ad its aonopoly conUol of ita local

1:alephone .an'ica operat.iona, inclu4ift; specificallY =t not.

liJIit.ad t.o its .oncpoly seniea .arketin; and billing operations,

.7



to impede co:petition in the VMS market. 1&&, Section III.C.2,

incorporated herein by reference.

-rhe commi••ion find. and conclude. 'that. .u):).tantial .i••ue. of

predatory pricing and cro••-.~.idy have bean rai.ed with re.pect

~o Muorycall- and that SST has ~ailed to .how by reli&]:)le evidance

that the price charve4 by it ~or Maorycall- i. a just and

rea.onable rat.e, ~ree from predatory pricing and cro••-aub.idy.

ba, Section III.C.3, incorporat.ed herein ):)y reference.

~e Co:mi.••ion f1nc1a and conclude. 'that SST has the

cpportunity and incentive t.o use ita 1IlOnopoly control of 'the local

.ervice network and operations t.o impede competition in 'the VMS

market. au, f1ndin;. and conclu.ions numbers 2 throu;h , harein,

heraby incorporated by reference.

I.

~e Co=Ussion find. and conclude. 'that 1ft baa in fact· used

its monopoly control of 'the local .ervice net.work and operations t.o

.impede competition in 'the VMS -.rket. la, findin;. and

conclu.ion. number. 4 'throu;h , herein, hereby incorporated by

referenca.

I.

~e Ccmai••ion fincla and conclude. 'that the regulatory policy

it. vishe. to pursue, which policy it al.o f1nda and conclucS.. is a

fair,. just. an4 appropriat.e re9U1at.ory policy, 1. ~ praaota the

development. of 'the intrastat.e VMS .-rut. ~ ita efficient.,

••



ccmpet.it.1ve axt.raae. IU, Section IV, incorporat.ed here1n by

reference.

~o. -
~e ce:mi••ion find. and conclude. 'that S~'. opportunit.y and

incentive 'to u.e it••onopoly control of the local .ervice network

and operat.ions tc imPede competition in 'the VKS ..rket, and 1ft'.

actual u.e 'tharaof for that purpo.e, fru.trate. attaimlent. of the

Commi••ion'. raqulatory policy of pro-otin; developent. of th.

int.rastate VMS aark.t 'to ita efficient, competitive extr_e. ~e

Commis.ion further finds and conclude. that. Sft'. opportunity and

incant.ive to u•• , and actual u.e of it.. aonopoly control of the

local ••rvice network and operations to impede compet.it.ion in tha

~ aarket vill cont.inue unl... effect.ive regulatory contrels ara

daveloped and impl_ent.ad to preclude aDd/or dater .uch

anticcmpet.it.ive Hhavior.

~1.

'1'ba C==i••ion find. and concluda. that. in orcSer to balt. 1ft'.

opportunity and incent.ive to uaa, and actual u.e of ita aonopoly

control of 'the local aervice net.vork an4 operat.ions to impede

cc:patit.ion in 'the VMS ..rut., and t.o prot.ect. 'tha devalopment of a

complet.ely campetitive VIII aarket (includin9 protect.in; 1nc!1v1dual

VMS compat.it.ora) unt.1l it. can becoae aelf-ra;u1at.in9, it. i. proper

t.o place 8ft'. 1:1&1 offer of x-oryCall- on a t.emporary fneza

unt.il 'the appropriate n;u1at.o%Y ccmt.rola can Ita developed and

J.apl_ent.d to preclude art4/or det.er Sft'. anticaapatit,1va behavior

in 'the VIIS ..rat..

••



12.

~. commi••ion fin~ and conclude. that SST'. opportunity and

incentive ~ u.e, and actual u.e of it. monopoly control of ~e

local .ervice network and operation. to impede competition in ~e

~ market has caused and will continue to cau.e immediate and

irreparable harm ~o development ot a cc=pletely competitive VMS

market and t.o individual VMS cOllP8tit.ora.

13.

~e Commi••ion find. and conclude. that any harm t.o SST that

might re.ult from the temporary freeze ot SST'. trial offer of

MeaoryCall-, i. outweighed by the immediate and irreparable harm

Sft'. uncontrolla4 pre.ence in the VMS market cause. ~o the

development of a complet.ely competitive VMS ..rket and ~

individual VMS competit.or••

14.

~e Commi••ion find. and conclude. that prot.ection of SBT'.

ratepayers, promot.ion of developaant. of the VMS .arket. ~o a .tage

ef complet.e competit.ion and prot.ection of 'the atate '.

telec01lmlunication'. infra.tructure and economy require. that SlIT'.

t.rial effer of MaaoryCall- ~e t_porarily frozen while appropriat.e

regulatory control. are de.ilfted and 1Ilpl..ent.ed. '!'he commi••ion

~urther find. and conclude. 'that. .uch control. aust. 1M de.iqned and

impl_ct.ed Oft a pena.nct ~aai. until 'the VKS aarkat. reach.. a

atage of cOIlPlet.e compet.it.ion ¥bere it. can .elf-re;u1ate 1ft'.

pre.ence in 'the VKS aarket, DOtvi1:hat.azuUng Sft'. oppoxt;an1~ and

incent.ive to u.e, and actual use of ita aonopoly ~1 of 'the

'70



local .ervice network and operations to impede competition in the

VMS urket.

%x. -
QM'C1\XJ!Q 'aMGUUI

WHER!:!'OU, ba.ed on 'the f1nd1n;. anc! conclu.ion. of fact, law

and regulat.ory policy a••tat.ed and .upported herein, it i.

C1U2ZJt:a), that. SBT'. authorit.y "to offer Muorycall- .ervice on

• 'trial ba.i. 1. bereby t.uporarily ~rozan, aucb 'that 1ft'.

provision of Kamorycall- .ervice i. t.emporarily re.uict.ed ~ tho.e

customera who have actually .ub.crJbed t.o Kuorycall- ••rvice on or

before the dat.e of thi. Order.

OJU)ZUD 1'tTllTDa, that. SBT .hall file a complete co.t of

••rvice atudy, including all workpapera in .upport thereof,

duonatratinc; that. 'the price of MnoryCall- i. just and rea.oftal)l••

OJU)ZUD ?l:71t1'Ua, that the c:==1••ion ahall desic;n and

12Dpl..ent requ.lat.cry control. in accordance with the discu••ion in

Section V herein, at. vbich 't.De 1:he temporary fr••ze of 58"1" •

of~rinc; of Maaorycall- .ervice ahall be reexamined tly 'the

C:==isa1on.

C1t%')ZUD 7VaftZa, 'that 'the coa1••ion ahaJ,1 apply the

regulat.ory frallework t.eftifiad "to ~ 'th. ea-i••ioll Staff 1ft'thi.

ca.. a. 'th. venen.1 .eana of nVUlat.i1UJ Sft·. pravi.ion of

KaaoryCa11- .ervice.

oczac .GtiiLU, "that 1ft ccmjuncd.cm with apply1ftc; 'the

regulat.ory fr...work "te.t.ified 'to by 'the cond••ioD staff ift thi.

caa., 'the c:mmni••ion aba11 develop a standard for d.t.amift1t\; wen

71



'the VKS market has ruched a stave of ccmplete cempet.it.ion, .0 that.

'the Coai••ion ..y entertain the J)reapac:t. of fully deregulating

sn·. prcviaicm af KaoryCall- .ervi-ce at. the earlie.t. appropriate

juncture.

OJU)ZUD Pml1'Da, 'that juriacUe:t1on over 'this J)rocael!ing- ia

expre••ly %'atainad ~cr 'the purpo.e of eDt.erinv such ~urther order

or ordaza a. 'the eoai••ion ..y de.. prepare

oezuS)~,~t a .ot1on for reccnaideratiOD, rahearinv

or oral a%'V1=ant shall Dot atay 1:.ha effectivene.. af 'thi. Order

unle.. expres.ly ao ordered by 1:.ha ComU••ion.

~e a1)ove by order of the C==i••10n in Ad=1niat.rativa ....1on

on Kay 21, ~"1.

(,,-.3-lf'
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I. SUMMARY

Tbe primary objective of this audit was to review the

relationship between the company's regulated talephone operations

and both its nonraqulated activities and the nonrequlated

operations of its affiliat.. in order to learn whether Southern

Bell's regulated custcmars are protected froa cross-subsidy.

Regardlass of wbather a practice wu sanctioned by any particular

rule, .tanclard, or proced.ure, if the practice r_ulted in a cross

sub.icly the auditora were Obli9ated to iclentify it as such. For

example, the ca.pany achieves a aignificant cro••-aubsidy in the

incoae tax area which is not precluded by any particular r:ule.

This audit raquired. the racoqnition of nu.aroua requlatory and.

policy i.auas in ad4ition to accounting aattars. It requirecl

analys.. of the applicable regulatory policies clevelopad in

co-.ission Dockets 3905-0, 3987-0 aDd 4000-0 aDd FCC Docket 86-111

that claal with co.t allocation stand&rc1a, affiliate transactions

. and relatad accountiDc;. The audit alao required &Daly... of the

purpo.a. and eZfec:ta oZ Sou'thern Ball's actiOlUl, plus the rea.oning'

that vaa used to apply the undarlyin9 polici.. in li9ht of those

purpos_ and effeeta. Proa the auditors' parspactive, the.e

requir-nts and r ...oni.D9 vare applied. vithJ.n constraints aposed

by proprietary .~ts and the in,al)ility to eva-ine certain

..urial.

As a"..-rized below 'the awUtora iclentiZied a nUilbar of

apacific cro.s-subsidi_ and cost shift.. The eliaination of the.e
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cross-subsidies and cost shifts appears to have taken on

considerable urgency in light of Southern Bell t s efforts to advance

leqislative and requlatory plans that would declare all existinq

rates just and reasonable and apparently eliainate any regulatory

oversiqht of coats.

This report is div idea into five parts. This S\UlDU.ry is Part

I; Part II relates to the history of commis.ion activity in the

area of cost allocations and affiliate transactiona. Part III

contains detailed discussion of the auditors t twenty-seven find.ings

categorized into five i ••ue areas -- tax allocation, M..oryC&lll,

purchasing, cost allocations and affiliate tr~.etion•.

TAX Allgcation

Finding No.. 1 throug'h 7 and 27 deal vith the Company's

allocation of tax benefits. The auc1itors found that .any of 'these

banefita re.ult in cros.-s=sidi.. froa requlatad operations to

nonrequlated servic.. and fro- Southern Bell to BellSouth

'affiliate.. The auditors offer rec~tiona that vill provide

a fair and equitaDle sharing of th..e tax anefits.

MAgryellll

,!,~ Nos•• tbroug'h 10 deal with the COIIpany's provision of

MeIIoryC&lll servica. Durinq tba course of the aw!it it bec..e

clear that the Coapany's construction proqr.. mould be reqularly

audited for proper a••iqnaent between requlatad and nonrequlated

I - 2
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activiti.. and that Riqht-to-~.e fe.. should be directly assigned

whenever possible.

In June, 1991 the Company bec;an to add Kcaorycall l costs to

requlated operations in the Georgia Surveillance Report. It did

not identity theae coata in the Surveillance Report and it provided

no ofticial notification, tariffs or coat support. The auditors

recc.aend the Company be repri.aa.nded for th..e failures.

Purchasing. Warehousing Ind Transfer.

Finc1iJl9 Nos. 11 throu¢ 13 addr..s purc:baaing, warehousing and

transter•• (1) cost shitta troa

competitive to nonc~titive services and (2) a cross-aubsidy of

nonregulated cuatoaer praaia.. equipaant (.cpz.) by requlated

operations. The cost shifts traa caapetitive to noncompetitive

aervic.. are related to a 1990 switch price r ..tructure nec;o~iated

between Southern Bell and AT'T which appears to have inflated

noncompetitive aervice coata and reduced c~titive aarvice coatI •

.The auditora reca..end that the Ca.aisaion inv..tigate the

implications and effaeta of thia price r ..tructure.

The croas-aw.idy of nonrec;ulated c:PE by regulated operationa

resulted fraa the iDcluaion of unprofitable CPZ in BellSouth
-

services'. (·asS·) operations and the conaequeDt iDclusion of thoae

r ..ulta in r~ated operations in the cOIIpany' a Surveillance

Report.. The au4itora reca..end a rate base deduction. The Company

should alao be reprblancled for ita failure to infora the Ccmai••ion

I - 3
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that the ass add-back inclw:led unprofitabl., ob.ol.t., nonr.gulateci

busin... CPEe

,olt AlloCAtion

Finc1ine; NOl. lS and 16 deal with cost allocations betw.en

r.qulatad and nonr.gulat.d servic.s. Th. awiitors found the

Co_pany gen.rally to be in complianc. with Part 64 of the FCC

rul... How.ver, a••lming continued regulatory oversight of the

cOJIpany' s costs, audit scrutiny of th._ co.t allocations will

baco.. acr. critical as the Coapany' s nonrec;ulated operations

incr..... Th. aUditors r.cc.aend th. u.. of positive tiae

r.portinq for BellSou'th'. and Southern Bell' s Laqal DepartJlenta to

ensur. that ..ch incUvidual i. h.ld JIOr. dir.ctly accountabl. for

how his or h.r tiae ia ch&r9ed.

•
Affiliate Transaction,

Finciin9 No.. 17 to 27 ic1.ntify ••v.ral is.u.. and crol'

s~.icU_ in connection vith affiliate transaction rul.. and cost

allocation stan4arcla. ft. auditors r.ea-end iDcr..ae4 scrutiny of

affiliated 1.... tranaactiona (PincU.D9 No.. 17 to 20). Th.

auditor. &lao rec~Dd an adjuablent to the Surv.illanc. R.port

inter.at ayncbronization adjuataent to r.fl.ct intereat r.c.iv.d

froa aclvancea to affiliat.. (PindiD9 Mo. 21). Pindine; No. 22

r.c~ that the Ca.ai••ion incr.... ita audit .crutiny of the

COIIP&DY·. CPE-r.latad tranaaetiona, and is particularly r.l.vant in

light of F1ndin; No•• 3 aDd 12. Finclin; Noa. 23 to 26 r.ca.aend

I - 4
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specific coat allocation proceclur... Of particular siqnificance is

the raca..andation to aatine -.ubstantial third party sales- as

aeaning that 75 percent or acre of the s.les are to non-affiliated

coapanies.

Finding No. 27 d..ls with affiliated tranaactions between

nonrequlatecl daaestic and foreign attiliat... It recommends

referral of this finc1ine; to the IRS International Examination

Branch and the Qaorvia Departaent at Revenue Inca.e ~ax Division

for furth.r inv••tigation.

Finally, Finding No. 14 explains Vby South.rn Balli. recent

legislative and regulatory initiativ.. incr.... the urgency of

eliainating subsidi.. found in this aUdit.

•
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A Proposal By
BelISouth Telecommunications. Inc.

JUDe 22. 1994



Gforgi:ans fiRST

I. PREFACE

On the effecti\ e date of this plan. BellSouth Telecommunications. Inc, (Southern

Bell) shall be subject to a price regulation pbn in Georgia. The elenlcnu of the plCln

shall be as set forth in detail in the {ollo\\'ing paragraphs and sections,

II, D[Fl~IT)O~S

(a) Basic SeT'vices: Basic Sel';ces are those services requircd to pro\itl~ Cal late

basic local exchange service to residentiAl and sinlle-Une business customers, Basic loC'~l

exchange senicl! means the SCT\;CC ~omprised of an access line and di:11 tone prCl\'ided to

the premises of thcse customers for the transmission of t\l'o-\\'ay intcTaC'ti\'e S\\iTC'hcd

voice irade communication for usa!c \l·ithin the subscriber's local C'a1lin! aru. (Scc

Appendix A Attachment. para. 1).

(b) Commission: The Georaia Public SeJ'\ice Commission,

(c) Intrrconnectjon SC1'\iS'fs: Interconnection Sel"'ices are those sCJ"\'ic'cs "hich

provide access 10 Southern Ben's local exchance or toll network for the purpose of

enabling aDother telecommunications provider to oriliaate or terminate

teJecommunicatioDs se..,,;ccs. (See Appendix A Attachment, para. 2).
.-

(d) Non·B~sic Sen;"s: Non-Basic Services include all other seJ'\'iC'es rurrently

offered by Southern Bell which have Dot been cJassi6ed as Basic or Intcrconnection
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Serdces. These sCf\'ices can be described as optinntt} or discrctioMT;" sef\ict:s. (See

Appendix A Attachment, para. 3).

(e) Gross DClmestic PrClduct·PriC"! lnatx: Gross Domestic Product-Price Tndc:\:

me ..ns the grlJss domeslic product fixed weight price index c"lculfltcd by the Coiled

States Depanment of Commerce.

(f) J'\ew S~t'\-ic'e(s): ~eu .. services muns a function, feature, capability. or

combination of such "'hich is not currently offered by Southern Ben in Georgia.

(g) Tariff: Tariff muns the schedule or other ":riting filed with the Georgia

Public Sef\ice Commission that describes the rates. terms. and conditions of certain

telecommunications sCf\ices prO\;ded by Southcm Bell.

(b) Telet'ommunictltions Compf'n\-: Telecommunications (on'p:tny muns any

person, firm. partDership, corporation, association. or gO\'ernmental entity offering

telecommunications services for hire or compensation.
.'

(i) Telccommunic'f',ions SeT\ices: Telecommunications services me.,n) the

authorized ser'\ices offered to customers for the transmission and utilintion of t\\ Cl-Wa\'

intcractive communic:alions and associated usage.

0> Vni\"e!S;!l S~T\ic'e PWider. Unh'ersal scf\·ite prO\'ider Dleans itn incumbent

local exchanle company which is oblilaled to prO\ide basic local exC'b~n!e sel'\iC'e in I'll

of its local allin, areas Ja respoase to reasonable requests for such sCr'\'iC't and whic-h. in

considerarion of such ol)li,atioD. ma)' establish rates for interconnection StT\ ices as

provided in this ankle.
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111. PRICE REGl"L~TI0S

(a) From the effective date of this plan the Commission will regulate the pricei of

the services provided by Southern Ben to the public as pro\'ided in this pl"n. rather tl1;In

regulating the earnings of the Company in its entirety.

(b) On the effective date of this plan. aU existing rates, terms and conditions for

tbe services prO\'ided by Southern BeU contained in its then existing tariffs and contracts

are d~eDled just and reasonable.

(c) Rates for basic sel\;ces existing on the effective dilte of tbis plan shall be the

maximum that Southern Bell milY charle {or such seJ"\'icc5 for a period of fhe years fram

the date of approval of this plan. This prO\ision shaD Dot apply to rate adjustments

authorized as a pan of the Comn1ission's order dated June 1. 199J in Dodet ~o.

4684-U In Re: Atlanta Metro Extended Area SeJ"\iee ~-pansion.

(d) After tbe expiration of this fi\'e year ~riod, the chaDge in basic seT\'ice ritte:.

in the aggregale, is capped at the Je\'el of inflation, Southern Bell is authorized to adjU.il

the cap on an annual basis, at a date selected by Southern BeU. The adjustment for tht

first year after the e).-piratioD of this time period, aDd each succeeding year. shall not

exceed the cbanle iD the GDp·PI from tbe immediate!)· preceding year. Rate

adjustmcDts for basic sel\ices. in the aarelate, shan Dot exceed the established cap.

Rales {or indi\~dual seJ'\;ces or .roups of leJ\'lc:es in thc basic seJ\'ices C';uelory m:'l~ be

iDcreased or decreased by val)ul amounts as )ODI as dle overall rate changes do not

exceed the cap. If rates 1ft not adjusted by the full amount allowed by the cap in a

particular year, the amount Dot used may be carried O"er to future years.
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(e) Southern Bell is authorized to Sft the rates. terms and eonditions for

interconnection services based on market considerations. The Comp~ny m"y est~blish

flexible pricing options. inC'luding but not limited to volume discounts for all

interconnection seT\ices.

(f) Southern Bell is authorized to determine the prkes. terms and conditions for

all non·basic ser\'iees based on market considerations. These ser...iees may be provided

by Southern Bell through tariffs. v.ntten contracts or other commercially reasonC\ble

means.

(g) l'ot\o\'ithstanding the pro\'isions of Subsections (c) and (d) of this Section. the

financial impact of l0\,emmental mandates "hich apply speci6cally and exc:1usi\'ely to and

have an impact on telecommunications companies. including. but nOI limited to.

separations changes ordered by tbe Federal Communications ComDlission. may be

recovered through an adjustment to rates for basic: services. or from other rates as

designated by Southem BeU. \Vithin 60 days of the occunence of such changes.

Soutberu BeU shall notify tbe Commission of its intent to adjust its basic' scT\'ice rates.

Such Dotice shan prO\idc a schedule of the adjusted ratu and the effective date of the

adjusted rates.

(h) After the efreetive date of this plo. Southem BelJ shall not be required to

seek rClu)atory appfO\·aJ of iu depreciation rates or schedules in Geor!ia nor will it be.
requiredto produce intrastate fiDaJlcial statements for Georlia. f'otllinl in this

subsectioD \a,i11 be construed to preveDt the Commission from requiring tllO't Southern

BeU demonstrate that any rate chanle compons .ith the requirements of this plan.
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(il) Except as pro\'ided in Section III(c) abov!, Southern Bell m~y file new or

re\"ised tariffs \A:ith t.he Commission co\ering any s!r";ice pro\"ided by tht Company.

(b) An)' tariff co\'ering any new ser.·jce shall be presumed to be \ alid and shall be

effective upon 1-4 d"ys notice. An)· changed tariff reducing the price of an exisling

ser\'ke or Dot affecting the existing rate sba1l be effecti\'e on 7 days noticc. Any ch:lngcd

tariff increasing the rates for an existin, ser.ice shall be eff'ecth'e on l~ days notice.

Southern Bell ,...mnot chan!e the price of individual ser.ices. absent a compelling. market

need, more than one time in each calendar year.

(c) Southern Bell ma), file a uriff rec1assif);ng a ser\'ice from one sen'ice c:ttco!ory

to anotber. Such tariffs shall be presumed valid and shall be dfccthe on H da~s notice.

In tbe event that the Commission chooses to do so, it may in\'utig:ue to determine

v.'hether such reclassification was appropriate. Such in\'esti!ation shan not del:\y the

implementation of the reclassification. but if the Commission determines the

reclassification to be in error, it may order a chaole, subject 10 the appropriate

adminisuati\.'e and judicial fe\;ews.

V. ~1'\"ERSAL SEIl"CE PRO\1DER

Nothinl ill this plan shalJ limit or abrellte Southem Belrs unhersal ~f\ke
- .

oblilatioD under eJistiDa Jaw Dor authorize it to abandon basic ser.·ice to anr of its l(lcal

calliDg areas .....itbout the approval of the Commission.


